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Panel A: Construction of the Sample
13,69
8
WorldScope Sample (3/96 version)
-56 Firms listed in stock exchanges of former socialist countries
-12 Firms listed in Luxembourg’s stock exchange 
-323 Firms listed in stock exchanges of countries with mandatory dividend policies
-2,836 Financial firms (primary and/or secondary SIC between 6,000 and 6,999)
-335 State owned enterprises (direct and/or indirect government ownership)
-1,296 Unconsolidated balance sheets in 1989, 1994, or both
-3,878 Missing sales in 1989 and/or dividends, cash flows, net income or sales in 1994
-832 Negative net income before extraordinary items in 1994
-11 Negative cash-flow in 1994
-13 Dividends > Sales
-3 Not publicly traded (ie, cooperatives and privately owned firms) 
4,103 Basic Sample
  Panel B: Countries in the Sample
46 Countries in WorldScope
-3 Socialist/Former Socialist (China, Poland, Hungary)
-1 Luxembourg
-5 Mandatory Dividend Countries (Brazil, Chile, Colombia, Greece, Venezuela)
-4 Countries that do not meet data requirements (Israel, Pakistan, Peru, Sri Lanka)
33 Countries in the SampleTable 2 : The Variables
This table describes the variables collected for the thirty three countries included in our study.  The first column gives
the name of the variable. The second column describes the variable and provides the sources from which the variable
was collected.
Variable Description
Common Law Equals one if the origin of the Company Law or Commercial Code of the country is
the English Common Law and zero otherwise.  Source: Foreign Law Encyclopedia
and Commercial Laws of the World
Civil Law Equals one if the Company Law or Commercial Code of the country originates in
Roman Law and 0 otherwise.  Source: Foreign Law Encyclopedia and Commercial
Laws of the World.
Low Protection Equals one if the index of antidirectors rights is smaller or equal than three (the
sample median).   The index of antidirectors rights is formed by adding one when:
(1) the country allows shareholders to mail their proxy vote;  (2)  shareholders are
not required to deposit their shares prior to the General Shareholders’ Meeting; (3)
cumulative voting or proportional representation of minorities on the board of
directors is allowed; (4) an oppressed minorities mechanism is in place; (5) the
minimum percentage of share capital that entitles a shareholder to call for an
Extraordinary Shareholders’ Meeting is less than or equal to ten percent (the sample
median); (6) or when shareholders have preemptive rights that can only be waved
by a shareholders meeting.  The range for the index is from zero to six.  Source: La
Porta et al. (1996, revised).
High Protection Equals one if Low Protection equals zero.  Source: La Porta et al. (1996, revised).
Dividend-to-Cash-flow Dividends as a percentage of cash flow in fiscal year 1994.   Dividend are defined
as total cash dividend paid to common and preferred shareholders.  Cash flow is
measured as the difference between total funds from operations and non-cash items
from discontinued operations. Source:  WorldScope Database.
IA_Dividend-to-Cash-flow Industry-adjusted dividend-to-cash-flow ratio for a firm.  To calculate
IA_Dividend-to-Cash-flow, we first find for each industry in each country the
median of the Dividend-to-Cash-flow ratio (C_D/CF).  Then for each industry in the
sample we define the world median as the median of C_D/CF across countries.
Finally, we calculate IA_Dividend-to-Cash-flow as the difference between the firm’s
Dividend-to-Cash-flow and the world median Dividend-to-Cash-flow for the firm’s
industry.  We rely on a firm’s primary SIC to define the following seven broad
industries: (1) agriculture; (2) mining; (3) construction; (4) light manufacturing; (5)
heavy manufacturing; (6) communications and transportation; and (7) services.
Source:  WorldScope Database.
Dividend-to-Earnings Dividends as a percentage of Earnings in fiscal year 1994.  Dividend are defined as
total cash dividends paid to common and preferred shareholders.  Earnings are
measured after taxes and interest but before extraordinary items.  Source:
WorldScope Database.Variable Description
IA_Dividend-to-Earnings Industry-adjusted dividend-to-earnings ratio for a firm.  To calculate
IA_Dividend-to-Earnings, we first find  for each industry in each country the
median of the Dividend-to-Earnings ratio (C_D/E).  Then for each industry in the
sample we define the world median as the median of C_D/E across countries.
Finally, we calculate IA_Dividend-to-Earnings as the difference between the firm’s
Dividend-to-Earnings and the world median Dividend-to-Earnings for the firm’s
industry.  We rely on a firm’s primary SIC to define the following seven broad
industries: (1) agriculture; (2) mining; (3) construction; (4) light manufacturing; (5)
heavy manufacturing; (6) communications and transportation; and (7) services.
Source:  WorldScope Database.
Dividend-to-Sales Dividends as a percentage of  sales in fiscal year 1994.  Dividends are defined as
total cash dividends paid to common and preferred shareholders.  Sales are net sales.
 Source:  WorldScope Database.
IA_Dividend-to-Sales Industry-adjusted dividend-to-sales ratio for a firm. To calculate
IA_Dividend-to-Sales, we first find for each industry in each country the median of
the Dividend-to-Sales ratio (C_D/S).  Then for each industry in the sample we define
the world median as the median of C_D/S across countries.  Finally, we calculate
IA_Dividend-to-Sales as the difference between the firm’s  Dividend-to-Sales and
the world median Dividend-to-Sales for the firm’s industry.  We rely on a firm’s
primary SIC to define the following seven broad industries: (1) agriculture; (2)
mining; (3) construction; (4) light manufacturing; (5) heavy manufacturing; (6)
communications and transportation; and (7) services.  Source:  WorldScope
Database..
GS Average annual percentage growth in (net) sales over the period 1989-1994.   Sales
are expressed in real (US$) dollars using the GNP deflator.  Source: WorldScope
Database and International Financial Statistics (May 1996).
GS_Decile Rank decile for GS.  Ranges from 1 to 10.
IA_GS Average annual Industry-adjusted growth in (net) sales over the period 1989-1994.
To calculate IA_GS, we first find for each industry in each country the median of the
GS (C_GS).  Then for each industry in the sample we define the world median as
the median of C_GS across countries.  Finally, we calculate IA_GS as the difference
between the firm’s GS and the world median GS for the firm’s industry.  We rely on
a firm’s primary SIC to define the following seven broad industries: (1) agriculture;
(2) mining; (3) construction; (4) light manufacturing; (5) heavy manufacturing; (6)
communications and transportation; and (7) services.  Source:  WorldScope
Database.
IA_GS_Decile Rank decile for IA_GS.  Ranges from 1 to 10.
Dividends Tax Adv. The ratio of the value, to an outside investor, of US$1 distributed as dividend income
to the value of US$1 received in the form of capital gains when kept inside the firm
as retained earnings. The computation of this ratio is described in Appendix 1.
Sources: Ernst and Young (1994), Price Waterhouse (1995), and OECD (1991).Table 3: The Data 
Panel A classifies countries by legal origin and presents medians by country.  Definitions for each of the variables can
be found in Table 2.  Panel B reports tests of medians for civil versus common legal origin.    













Argentina 3 0 12.65 27.36 4.32 14.32 1.00
Austria 9 1 5.85 24.83 0.77 13.31 0.78
Belgium 33 1 11.77 39.38 1.09 3.78 0.74
Denmark 75 1 6.55 17.27 0.71 4.32 0.67
Finland 39 1 8.08 21.27 0.77 -2.14 1.07
France 246 1 9.46 23.55 0.63 4.54 0.64
Germany 146 1 12.70 42.86 0.83 5.88 0.86
Indonesia 1 1 8.72 25.11 0.77 32.62 0.76
Italy 58 1 9.74 21.83 0.92 -1.38 0.77
Japan 149 0 13.03 52.88 0.72 6.19 0.70
S. Korea 2 1 7.33 18.49 0.66 5.29 0.79
Mexico 14 1 19.47 46.44 3.59 8.02 1.00
Netherlands 96 1 11.29 30.02 0.74 4.13 0.40
Norway 50 0 10.74 23.91 0.98 4.43 1.08
Philippines 4 1 6.72 10.47 2.45 -7.29 1.05
Portugal 17 1 0.64 38.01 0.64 8.20 0.98
Spain 33 0 15.77 30.45 1.04 1.32 0.72
Sweden 81 1 5.59 18.33 0.78 -0.63 1.03
Switzerland 70 1 10.38 25.30 0.98 3.73 0.56
Taiwan 3 1 48.97 68.89 11.54 1.62 0.60
Turkey 6 1 8.61 22.64 2.08 0.16 0.90
Civil Law Median 33 1 9.74 25.11 0.83 4.32 0.78
 
Australia  103 0 22.83 42.82 2.22 2.21 0.90
Canada 236 0 8.00 19.78 0.78 -0.62 0.89
Hong Kong 40 0 35.43 45.93 7.51 7.94 1.00
India 1 0 25.69 49.34 1.55 -0.09 0.59
Ireland 16 0 17.39 27.28 0.96 9.96 0.77
Malaysia 41 0 15.29 37.93 3.12 16.31 0.68
New Zealand 17 0 19.16 35.60 2.26 3.11 1.00
Singapore 27 0 22.28 41.04 2.14 11.02 0.96
South Africa 90 0 16.16 35.62 1.90 3.47 0.85
Thailand 10 1 32.83 52.56 3.35 17.73 0.90
United Kingdom 799 0 16.67 36.91 1.89 2.44 0.83
United States 1,588 0 11.38 22.11 0.95 3.15 0.58
Common Law Median 40 0 18.28 37.42 2.02 3.31 0.87
Sample Median 39 1 11.77 30.02 0.98 4.13 0.83
Panel B: Test of Medians (z-statistic)





a=Significant at 1% level; b=Significant at 5% level; c=Significant at 10% level.Table 4
This table classifies firms based on both the legal origin of the country in which they are incorporated and on their
growth in sales (GS) relative to the world median growth in sales.  Countries are required to have at least five valid
observations (firms) with growth in sales below the world median and five observations with growth in sales above the
world median.  The number of countries in the  resulting sample is twenty four (fourteen civil law and ten common
law countries).   To compute the world median growth in sales we calculate the median growth in sales for each country
and then we take medians again but now over the twenty four resulting country-observations.  For each classification,
the table reports the median value of the country-medians for the following three ratios: (1) Dividend-to-Cash-flow in
Panel A; (2) Dividend-to-Earnings in Panel B; and (3) Dividend-to-Sales in Panel C.   Finally, Panel D reports Z
statistics for tests of difference in medians. 
“Growth” “Mature”
Legal Origin All GS> World Median GS GS< World Median GS
Panel A: Dividend-to-Cash-Flow
Civil Law 10.56 10.89 9.20
Common Law 17.03 15.17 22.87
Panel B: Dividend-to-Earnings
Civil Law 27.66 30.35 21.27
Common Law 36.27 27.95 40.88
Panel C: Dividend-to-Sales
Civil Law 0.80 0.89 0.77
Common Law 2.02 1.77 2.91
Panel D: Z-Stat for differences in Medians
Div/CF Div/Earn Div/Sales
Civil vs Common Law -2.81
a -0.76 -2.75
a
Civil Law: Mature vs Growth  -0.92 -0.87 -0.92




a=Significant at 1% level; b=Significant at 5% level; c=Significant at 10% level.  Table 5
This table classifies firms based both on the level of investor protection of the country in which they are incorporated
(Low or High Protection) and on their growth in sales (GS) relative to the world median growth in sales.   Countries
included are required to have at least five valid  observations (firms) with growth in sales below the world median and
five observations with growth in sales above the world median.  The number of countries in the resulting sample is
twenty four (eleven with Low Protection equal to one). To compute the world median growth in sales we calculate the
median growth in sales for each country and then we take medians again but now over the twenty four resulting
country-observations.  For each classification, the table reports the median value of the country-medians for the
following three ratios: (1) Dividend-to-Cash-flow in Panel A; (2) Dividend-to-Earnings in Panel B; and (3) Dividend-
to-Sales in Panel C.   Finally, Panel D reports Z statistics for tests of difference in medians. 
“Growth” “Mature”
Investor Protection All GS>World Median GS GS<World Median GS
Panel A: Dividend-to-Cash-Flow
Low Protection 9.74 10.86 8.74
High Protection 16.16 14.51 18.93
Panel B: Dividend-to-Earnings
Low Protection 25.30 31.31 21.24
High Protection 35.62 29.05 39.69
Panel C: Dividend-to-Sales
Low Protection 0.78 0.88 0.76
High Protection 1.89 1.53 2.24
Panel D: Z-Stat for differences in Medians
Div/CF Div/Earn Div/Sales
Low vs High Protection -2.87
a -1.13 -2.40
b
Low-Protection:  Mature vs Growth -1.15 -1.08 -1.54




a=Significant at 1% level; b=Significant at 5% level; c=Significant at 10% level.Table 6
Regressions with country random effects for the cross-section of thirty three countries around the world.  The dependent
variables are the 1994 values of the following three ratios: (1) Dividend-to-Cash-flow; (2) Dividend-to-Earnings; and
(3) Dividend-to-Sales.  The independent variables are: (1) Civil Law, a dummy variable that equals one if the legal
origin of the Company Law or Commercial Code of the country in which the firm is incorporated is Civil Law and zero
otherwise; (2) Low Protection, a dummy variable that equals one if the Index of Antiderectors rights (described in Table
2) of the country in which the firm is incorporated is equal or smaller than three (the sample median) and zero
otherwise; (3) GS_Decile, the decile corresponding to the firm’s average annual percentage growth in sales over the
period 1989 to 1994 (ranges from zero to nine); (4) the interaction between GS_Decile and Civil legal origin; (5) the
interaction between GS_Decile and Low Protection; and (6) Tax Advantage of Retained Earnings (described in Table
2).  Standard errors are shown in parenthesis.
Dependent Variables






















































































Observations 4,103 4,103 4,102 4,102 4,103 4,103
P
2  137.79  109.52  119.38  118.13  157.59  61.76
Prob > P
2 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
a=Significant at 1% level; b=Significant at 5% level; c=Significant at 10% level.Table 7
Regressions with country random effects for the cross-section of thirty three countries around the world.  The dependent
variables are the 1994 values of the following three ratios: (1) Industry-Adjusted-Dividend-to-Cash-flow; (2) Industry-
Adjusted-Dividend-to-Earnings; and (3) Industry-Adjusted-Dividend-to-Sales.  The independent variables are: (1) Civil
Law, a dummy variable that equals one if the origin of the Company Law or Commercial Code of the country in which
the firm is incorporated is Civil  Law and zero otherwise; (2) Low Protection, a dummy variable that equals one if the
Index of Antiderectors rights (described in Table 2) of the country in which the firm is incorporated is equal or smaller
than three (the sample median) and zero otherwise; (3) IA_GS_Decile, the decile corresponding to the firm’s annual
average percentage industry-adjusted growth in sales over the period 1989 to 1994 (ranges from zero to nine); (4) the
interaction between IA_GS_Decile and Civil legal origin; (5) the interaction between IA_GS_Decile and Low
Protection; and (6) Tax Advantage of Retained Earnings (calculated as indicated in Table 2).  We require at least five
observations in each country/industry and report only on the industries that have the required number of observations
in at least three countries. Standard errors are shown in parenthesis.
Dependent Variables




















































































Observations 4,077 4,077 4,076 4,076 4,077 4,077
P
2 141.26  117.12  134.59  129.53  147.28  77.82
Prob > P
2  0.0000 0.0000 0.0000 0.0000  0.0000 0.0000
a=Significant at 1% level; b=Significant at 5% level; c=Significant at 10% level.Appendix 1: Construction of the Tax Advantage of Dividends
The appendix presents the raw data used to calculate the tax preference of dividends for each country.   We use the tax
rates faced by local residents who acquire minority stakes in publicly traded securities and hold their investments long
enough to qualify for long-term capital gains tax rates.   Furthermore, we assume that the effective tax rate on capital
gains is equivalent to one-fourth of the nominal rate (Poterba, 1987).  Finally, we combine federal and local taxes
whenever possible.   In order to compute the tax parameter, it is helpful to use the criteria proposed by King (1977)
and group the tax systems of the countries in our sample in three broad categories:
1. The classical system: Personal and corporate taxation are independent of each other and shareholders receive no
compensation for taxes paid at the corporate level.  Specifically, the company pays a flat rate of corporate tax on profits
(ie, distributed and undistributed income are taxed at the same rate) and shareholders pay income tax on dividend
receipts.  Accordingly, the value to an investor of one dollar in earnings distributed in the form of dividends is equal
to (1-Jcorp)*(1-Jdiv), where Jcorp is the corporate tax rate on income and Jdiv is the personal tax rate on dividend receipts.
Similarly, the value to an investor of one dollar in earnings retained inside the firm is given by (1-Jcorp)*(1-Jcap), where
Jcap is the effective personal tax rate on capital gains. Therefore, the dividend tax preference parameter (defined as the
ratio of the value earnings distributed as dividends versus earnings retained inside the firm) is given by (1-Jdiv)/(1-Jcap).
2. The two-rate system: The corporate tax rate on earnings distributed as dividends is lower than on retained earnings
to mitigate the tax-advantage of retained earnings in the classical system.  Accordingly, the value to an investor of one
dollar in earnings distributed in the form of dividends is equal to (1-Jdist)*(1-Jdiv), where Jdist is the corporate tax rate
on distributed income.  Similarly, the value to an investor of one dollar in earnings retained inside the firm is given
by (1-Jret)*(1-Jcap), where Jret is the corporate tax rate on retained earnings.   Thus, the dividend tax preference
parameter is given by (1-Jdist)*(1-Jdiv)/((1-Jret)*(1-Jcap)).   In practice, the pure two-rate system is implemented rarely
in our sample of countries.  In fact, only two countries in our sample have different tax rates for retained earnings and
dividends: Germany and South Africa.  However, in South Africa taxes on dividends are higher than on retained
earnings contrary to the motivation behind the two-rate system, (Jdiv=49% vs Jret=40%).  Interestingly, dividends in
Germany are not only taxed at a lower corporate rate but shareholders are allowed to credit taxes paid by corporations
on distributions to offset personal taxes in the same way as in the imputation system.
3. The Imputation System:   Shareholders receive credit for taxes paid by the company on earnings distributed as
dividends.  These credits may be used to offset shareholder’s tax liability.  Part of the corporate tax liability on
distributed profits is “imputed” to shareholders and regarded as a pre-payment of their personal income tax.  In the
most frequent version of the imputation system, dividends are regarded as having borne personal tax at the
“imputation” rate Jimp and shareholders are liable only for the difference between their marginal tax rates on personal
income and the imputation rate (ie, they pay taxes on dividend receipts at the rate Jdiv-Jimp).  Accordingly, the value
to an investor of one dollar in earnings distributed in the form of dividends is equal to (1-Jcorp+Jimp)*(1-Jdiv). Hence,
the dividend tax preference parameter is given by (1-Jdist+Jimp)*(1-Jdiv)/((1-Jret)*(1-Jcap)). 
Less frequently, the operation of the system is defined in terms of a tax credit rate Jcred and not an imputation
rate.  In countries that rely on tax credits, shareholders are liable for the difference between the personal taxes owed
on dividends-cum-tax-credit received and the tax credit (ie, they pay taxes on dividend receipts at the rate (1+Jcred)*Jdiv-
Jcred.).  In such cases, we re-express Jcred in terms of its associated Jimp and use the formula for the imputation system





















Argentina 0.30 0.30 0.00 0.00 0.00 0.70 0.70 1.00
Austria 0.34 0.34 0.00 0.22 0.00 0.51 0.66 0.78
Belgium 0.40 0.40 0.00 0.26 0.00 0.44 0.60 0.74
Denmark 0.34 0.34 0.40 0.40 0.00 0.40 0.59 0.67
Finland 0.25 0.25 0.25 0.25 0.25 0.75 0.70 1.07
France
1 0.33 0.33 0.19 0.60 0.33 0.40 0.63 0.63
Germany
2 0.54 0.41 0.00 0.53 0.25 0.39 0.46 0.86
Indonesia 0.35 0.35 0.30 0.30 0.00 0.46 0.60 0.76
Italy
3 0.52 0.52 0.00 0.51 0.27 0.37 0.48 0.77
Japan 0.52 0.52 0.26 0.35 0.00 0.31 0.45 0.70
S. Korea 0.34 0.34 0.00 0.22 0.00 0.52 0.66 0.79
Mexico 0.41 0.41 0.00 0.00 0.00 0.59 0.59 1.00
Netherlands 0.35 0.35 0.00 0.60 0.00 0.26 0.65 0.40
Norway 0.28 0.28 0.28 0.28 0.28 0.72 0.67 1.08
Philippines
4 0.35 0.35 0.20 0.00 0.00 0.65 0.62 1.05
Portugal 0.40 0.40 0.10 0.30 0.22 0.57 0.59 0.97
Spain 0.35 0.35 0.56 0.56 0.26 0.40 0.56 0.72
Sweden 0.28 0.28 0.13 0.00 0.00 0.72 0.70 1.03
Switzerland 0.34 0.34 0.00 0.44 0.00 0.37 0.66 0.56
Taiwan 0.25 0.25 0.00 0.40 0.00 0.45 0.75 0.60
Turkey 0.27 0.27 0.00 0.10 0.00 0.66 0.73 0.90
Civil Law Mean 0.36 0.35 0.13 0.30 0.09 0.52 0.62 0.81
       
Australia 0.33 0.33 0.47 0.47 0.33 0.53 0.59 0.90
Canada
5 0.44 0.44 0.40 0.36 0.14 0.45 0.51 0.89
Hong Kong 0.18 0.18 0.00 0.00 0.00 0.83 0.83 1.00
India 0.52 0.52 0.22 0.45 0.00 0.27 0.46 0.58
Ireland 0.40 0.40 0.40 0.48 0.20 0.42 0.54 0.77
Malaysia 0.30 0.30 0.00 0.32 0.00 0.48 0.70 0.68





















Singapore 0.27 0.27 0.00 0.30 0.27 0.70 0.73 0.96
South Africa 0.40 0.49 0.00 0.00 0.00 0.51 0.60 0.85
Thailand 0.30 0.30 0.00 0.37 0.30 0.63 0.70 0.90
United Kingdom 0.33 0.33 0.40 0.40 0.17 0.50 0.60 0.83
United States 0.42 0.42 0.36 0.47 0.00 0.31 0.53 0.58
Common Law Mean 0.35 0.36 0.19 0.33 0.14 0.53 0.62 0.85
1 Dividends in France are grossed up by 50% for tax purposes and the individual can claim credit for up to 50% of the cash amount of the dividend.  
2 Dividends in Germany are grossed up by 3/7 for tax purposes and the individual can claim credit for up to 3/7 of the cash amount of the dividend.   
3 Dividends in Italy are grossed up by 56.25% for tax purposes and the individual can claim credit for up to 56.25% of the cash amount of the dividend.   
4 Capital gains on investments in Malaysian non-traded companies are taxed at 20%.  However, investments in publicly traded companies are exempt from capital gains but pay a
sales tax of 0.25% on each trade.     
5 Dividends in Canada are grossed up by 25% for tax purposes and the individual can claim credit for up to 25.0% of the cash amount of the dividend.  The 14% imputation rate is
based on the highest combined federal and provincial marginal tax rates for Ontario (35.92%). 
Sources:  Worldwide Corporate Tax Guide and Directory, Ernst and Young, 1994.
Worldwide Personal Tax Guide, Ernst and Young, 1994.
Corporate Taxes.  A Worldwide Summary, Price Waterhouse, 1995.
Individual Taxes.  A Worldwide Summary.  Price Waterhouse, 1995.
Taxing Profits in a Global Economy.  Domestic and International Issues.  OECD, 1991.
Whenever Ernst and Young and Price Waterhouse differed, we relied on the source that presented more details.   We used the OECD source only for Switzerland.